REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE LEGISLATURE AND THE 
COUNCIL ON THE SIYANCUIVIA LOCAL MUNICIPALITY FOR THE YEAR ENDED 
30 JUNE 2010 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Siyancuma Local 
Municipality, which comprise statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and statement of 
cash flows for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages XX to XX 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and In the manner required by the Local 
Government; Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). 
This responsibility includes: designing, implementing and maintaining internal control relevant 
to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-general’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), 
section 4 of the Public Audit Act of South Africa. 2004 (Act No. 25 of 2004) (PAA) and section 
126(3) of the MFMA, my responsibility is to express an opinion on the financial statements 
based on conducting the audit in accordance with the International Standards on Auditing 
and General Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 
2009. Because of the matters described in the basis for disclaimer of opinion paragraphs, 
however, I was not able to obtain sufficient appropriate audit evidence to provide a basis for 
an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. As a result of the audit findings detailed below, I was unable to obtain sufficient appropriate 
audit evidence to conclude on the existence and completeness of and rights to property, 
plant and equipment with a carrying value of R125 446 149 (2009: R114 114 554) presented 
in the statement of financial position and disclosed In note 1 1 to the financial statements. 

(a) Infrastructure assets, community assets and land and buildings amounting to 

R56 582 729, R2 212 036 and R1 075 722, respectively, could not be physically verified. 
The asset register did not contain adequate descriptions, serial numbers and locations of 
property, plant and equipment to physically confirm the existence and completeness of 
the assets. The municipality’s accounting records did not permit the application of 
reasonable alternative audit procedures. 
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(b) Sufficient appropriate audit evidence could not be obtained to confirm the completeness, 
and existence of additions to property, plant and equipment in the prior year amounting 
to R5 078 964, as disclosed in note 1 1 to the financial statements. The municipality’s 
accounting records did not permit the application of reasonable alternative audit 
procedures. 

(c) A number of land and buildings registered in the name of the municipality could not be 
traced to the fixed asset register. Furthermore, I was unable to confirm the rights of the 
municipality to various land and buildings, which were recorded in the fixed asset 
register, as their title deeds could not be obtained. Since the municipality’s accounting 
records did not permit the application of reasonable alternative audit procedures, I was 
unable to confirm the completeness of and rights to property, plant and equipment. 

(d) Assets amounting to R4 590 917 were incorrectly included in land and buildings as the 
rights to these assets do not pertain to the municipality. This was mainly due to the 
municipality not derecognising these assets after ownership was transferred or assets 
disposed. 

Revenue 

5. It could not be determined if all money received by the municipality was recognised in the 
general ledger. This was mainly due to receipts not being sequentially numbered and the lack 
of a clear audit trail. Consequently, I was unable to obtain sufficient appropriate audit 
evidence to satisfy myself as to the completeness of revenue, the existence of receivables 
and the valuation of the allowance for doubtful debts. The municipality's accounting records 
did not permit the application of reasonable alternative audit procedures. 

6. Income for the sale of water of the previous year, disclosed as R5 591 928, could not be 
confirmed as many water meters were not in a working condition during the previous year 
and at the previous year-end. Consequently, I was unable to obtain sufficient appropriate 
audit evidence to satisfy myself as to the completeness and accuracy of water services 
revenue of the previous year. The municipality’s accounting records did not permit the 
application of reasonable alternative audit procedures. 

7. Properties were identified for which certain sewerage points were not charged. This was 
mainly due to weaknesses in the information system of the municipality regarding the amount 
of sewerage points per property. Consequently, sewerage service charges, as disclosed in 
note 24 to the financial statements, were understated. The municipality’s accounting records 
did not permit the application of reasonable alternative audit procedures. 

8. Certain water and electricity meters were not read as they were not included in the meter 
listing of the municipality. Consequently, water and electricity service charges, as disclosed in 
note 24 to the financial statements, was understated. The municipality's accounting records 
did not permit the application of reasonable alternative audit procedures. 

9. In accordance with GRAP 1 , each material class of similar items shall be presented 
separately in the financial statements and items of dissimilar nature or function shall be 
presented separately unless they are immaterial. A detailed breakdown for sundry income of 
the previous year amounting to R543 903 was not disclosed in a note to the financial 
statements as required by GRAP 1. 

Receivables 

10. In terms of the South African Statement of Generally Accepted Accounting Practice, IAS 39 
Financial Instruments: Recognition and Measurement (IAS 39), if objective evidence of 
impairment exists for financial assets, and those assets cannot be assessed individually for 
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impairment, the assets should be included in categories of financial assets with similar credit 
risk characteristics and collectively assessed for impairment. The impairment of receivables 
amounting to R23 926 550 of the previous year, as disclosed in note 19 to the financial 
statements, were not based on receivables with similar credit risk characteristics. In addition, 
no comparative information was disclosed for the ageing of trade and other receivables from 
exchange and non-exchange transactions in note 17 and 18 to the financial statements, 
respectively. This was due to the information not being available. Due to the lack of sufficient 
appropriate audit evidence it was impracticable to determine the total extend of this 
misstatement. 

1 1 . Receivables for the prior period were disclosed as R23 926 550 in note 1 7 and 1 8 to the 
financial statements. I was unable to perform satisfactory audit procedures to obtain 
reasonable assurance on the completeness, rights and obligations, existence, valuation and 
allocation of trade and other receivables amounting to R989 217 included in the balance The 
municipality’s records did not permit the application of alternative audit procedures. 

Employee-related cost 

12. Sufficient appropriate audit evidence could not be obtained as to the occurrence, 
completeness and accuracy of employee-related costs amounting to R12 506 467, as 
presented in the statement of financial performance and disclosed in note 26 to the financial 
statements. This was as a result of employee-related cost not being supported by 
employment contracts or appointment letters and certain employees that could not be 
physically verified. The municipality’s records did not permit the application of reasonable 
alternative procedures. 

13. Employee-related cost amounting to R362 731 was incorrectly classified as general 
expenditure in the statement of financial performance. This was mainly due to lack of a 
proper accounting system and internal controls relating to recording and classifications of 
transactions. Had these payments been recognised correctly, employee-related cost would 
have been increased by R362 731 and general expenditure decreased by an equal amount. 

Expenditure 

14. I was unable to obtain audit assurance that expenditure amounting to R1 006 665 
(2009: R565 878), as disclosed in the statement of financial performance, did actually take 
place and pertained to the municipality. This was as a result of expenditure not being 
supported by adequate documentation and the municipality’s records not permitting the 
application of alternative audit procedures. 

Unspent conditional grants and receipts 

15. The completeness, existence, classification and valuation of and rights and obligation relating 
to unspent conditional grants and receipts amounting to R6 879 872 (2009; R3 796 928) in 
the statement of financial position, and the related disclosure in note 9 to the financial 
statements. I was unable to obtain sufficient appropriate audit evidence that conditional grant 
receipts amounting to R1 134 000, which was included in unspent conditional government 
grants and receipts as presented in the statement of financial position, was actually received 
and pertained to the municipality. This was as a result of the recorded receipts not being 
supported by adequate documentation and the municipality’s records not permitting the 
application of alternative audit procedures. 
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16. Unspent conditional government grants and receipts payable and unpaid conditional grants 
and receipts receivable, as presented in the statement of financial position and disclosed in 
note 9 to the financial statements, were both understated with R100 000. This was due to an 
incorrect classification of conditional grant receipts between the Financial Management Grant 
(FMG) and Municipal Systems Improvement Grant (MSIG). 

17. General accepted municipal accounting practice (GAMAP) 9 prescribes the accounting 
treatment of unspent conditional grants. Capital government grants and subsidies and 
operating government grants and subsidies, as presented in the statement of financial 
performance; and unpaid conditional grants and receipts, as presented in the statement of 
financial position, were overstated by R3 406 280 (2009: R2 347 178), R291 902 (2009: 

R36 000) and R3 698 182 (2009: R2 383 178), respectively. This was due to revenue being 
incorrectly recognised on overspent projects that were funded by conditional grants. 

Trade and other payables 

1 8. Paragraph 6 of GRAP 1 defines the accrual basis as a basis of accounting under which 
transactions and other events are recognised when they occur. Trade creditors amounting to 
at least R36 019 (2009: R102 136), which were not recognised, were identified. I was, 
however, unable to determine the total trade creditors not recognised, as creditor 
reconciliations were not performed and alternative procedures did not provide adequate 
evidence of the balances. 

19. Trade and other payables were understated due to funds collected on behalf of third party not 
being paid over to that party during the financial period. The system used for recording 
licenses and permits revenue collected on behalf of the third party, does not provide an 
adequate audit trail and the revenue collected during the current and previous years has not 
been reconciled to the amount paid. It was therefore impracticable to determine the total 
extent of this understatement. 

Current employee benefits 

20. Sufficient appropriate audit evidence could not be obtained as to the completeness, 
existence, valuation of and rights and obligations in respect of the accrual for accumulated 
leave amounting to R2 285 125 (2009: R2 919 734), as disclosed in the statement of financial 
position and note 7 to the financial statements. This was due to accrued leave not always 
being accurately calculated, leave taken that could not always be substantiated by approved 
leave forms or other supporting documentation, and leave taken that was not always 
recorded in leave records. In the absence of other supporting documentation and a proper 
system of control over accumulated leave, I was unable to perform alternative procedures. 

Value-added tax (VAT) 

21. The existence, valuation and completeness of the VAT payable amounting to R2 746 952 
(2009: R2 475 136), as disclosed in note 10 to the financial statements, could not be 
confirmed due to the following: 

(a) The municipality was unable to reconcile the difference of R559 991 (2009:R1 465 856) 
between the VAT balance, as disclosed in the financial statements, and the year-end 
VAT return submitted to SARS. 

(b) Debit journals amounting to R815 260 were passed against the VAT accounts in the 
prior period for which sufficient appropriate audit evidence could not be obtained. I could 
not determine the effect of the above on the financial statements. 
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The municipality’s records did not permit the application of reasonable alternative audit 
procedures. 

Inventory 

22. Accounting policy note 1.16 prescribes the accounting treatment of inventory. The 
completeness of inventory could not be confirmed as a result of the lack of a system to 
account for inventory. No inventory was disclosed in the financial statements. I have, 
however, identified unrecorded inventory during the current and prior financial years. The 
municipality’s records did not permit the application of alternative audit procedures. 

Commitments 

23. Paragraph 83(c) of GRAP 1 7 states that "the financial statements shall disclose for each 
class of property, plant and equipment recognised in the financial statements the amount of 
contractual commitments for the acquisition of property, plant and equipment”. The 
municipality did not maintain a contract register that provided particulars of all approved 
capital contracts, the expenditure incurred to date and the municipality’s future capital 
commitment in respect of each contract. Furthermore, the municipality did not retain records 
of all capital contracts awarded. In the absence of sufficient appropriate audit evidence, there 
were no satisfactory audit procedures that I could perform to obtain reasonable assurance 
that capital commitments amounting to R39 946 651 (2009: RO), as disclosed in note 41 to 
the financial statements, were complete. 

Irregular expenditure 

24. Section 1 of the MFMA defines irregular expenditure as "expenditure incurred by a 
municipality that is not in accordance with a requirement of this act, and which has not been 
condoned in terms of section 170". I could not be provided with sufficient appropriate audit 
evidence that management had properly identified, investigated and recorded all irregular 
expenditure transactions during the current and prior years. Due to the limitations placed on 
the scope of the work performed relating to expenditure and property, plant and equipment 
procurement, there were no satisfactory alternative audit procedures that I could perform to 
confirm the completeness of irregular expenditure, as disclosed in note 39.3 to the financial 
statements. 

25. Section 1 of the MFMA defines irregular expenditure as “expenditure incurred by a 
municipality that was not in accordance with a requirement of this act, and which has not 
been condoned in terms of section 170". Irregular expenditure of at least R1 569 428 was 
identified, which resulted mainly from non-compliance with the municipality’s supply chain 
management policy. This irregular expenditure was not disclosed as required by section 

1 25(2)(d) of the MFMA. The full extent of the misstatement could not be determined. 

Additional disclosures in terms of the MFMA 

26. 1 was unable to obtain sufficient appropriate audit evidence as to the completeness and 
valuation of the unpaid SALGA contribution balance amounting to RO, as disclosed in note 
40.1 to the financial statements. This was as a result of these balances not being supported 
by adequate documentation and the municipality’s records not permitting the application of 
alternative audit procedures. 
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Disclaimer of opinion 

27. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matter 

I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Restatement of corresponding figures 

28. As disclosed in note 33 to the financial statements, the corresponding figures for 

30 June 2009 have been restated as a result of errors discovered during the 2009-10 
financial year in the financial statements at, and for the year ended 30 June 2009. These 
restatements mainly related to differences between the accounting records and financial 
statements and incorrect GRAP implementation in the previous year. 

Unauthorised expenditure 

29. As disclosed in note 39.1 to the financial statements, unauthorised expenditure to the amount 
of R21 852 680 was incurred, as proper budget monitoring process had not been foliowed. 

Irregular expenditure 

30. As disclosed In note 39.3 to the financial statements, irregular expenditure to the amount of 
R1 874 681 (2009: R1 777 344) was incurred, as proper procurement processes had not 
been followed and councillors had been paid in excess of the government gazette limits. 

Fruitless and wasteful expenditure 

31. As disclosed in note 39.2 to the financial statement, fruitless and wasteful expenditure to the 
amount of R176 089 (2009; R1 10 880) was incurred, as an asset was purchased from which 
no benefit was derived and payments were not made within the agreed timeframes. 

Additional matters 

I draw attention to the matter below. My opinion is not modified in respect of these matters.- 

Material inconsistencies in other information included in the annual report 

32. I have not obtained the other information included in the annual report and have not been 
able to identify any material inconsistencies in the financial statements. 

Unaudited supplementary information 

33. The supplementary information set out in appendices A to F on pages XX to XX does not 
form part of the financial statements and is presented as additional informationri have not 
audited these schedules and accordingly I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

34. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with theMFMA, Local Government: Municipal 
Systems Act of South Africa, 2000 {Act No. 32 of 2000) (MSA) and DoRA; and financial 
management (internal control). 

Report on predetermined objectives 

35. Material findings on the report on predetermined objectives, as set out on pages XX to XX, 
are reported below: 

Non-compliance with regulatory and reporting requirements 

inadequate content of integrated development plan 

36. The integrated development plan of the municipality did not include the key performance 
indicators and performance targets determined in terms of its performance management 
system and did not include a financial plan which Includes a budget projection for at least 
three years, as required by sections 26(i), 26(h) and 41(1)(b) of the MSA and regulation 12 of 
the Municipal Planning and Performance Management Regulations, 2001. 

Existence and functioning of a performance audit committee 

37. The municipality did not appoint and budget for a performance audit committee, or was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and Performance Management Regulations, 2001. 

Lack of adoption or implementation of a performance management system 

38. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, as required in terms of sections 36, 38 and 
41(2) of the MSA, and regulations 7 and 8 of the Municipal Planning and Performance 
Management Regulations, 2001. 

No mid-year budget and performance assessments 

39. The accounting officer of the municipality did not assess the performance of the municipality 
during the first half of the financial year, taking into account the municipality’s service delivery 
performance during the first half of the financial year and the service delivery targets and 
performance indicators set in the service delivery and budget implementation plan, as 
required by section 72 of the MFMA. 

No reporting against predetermined objectives, indicators and targets 

40. The municipality did not prepare the annual performance report in terms of section 46 of the 
MSA, and section 121(3)(c) of the MFMA. 
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Compliance with laws and regulations 

Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 

41. Contrary to section 17(3)(i), proof could not be obtained that when the budget was tabled in 
terms of section 16(2), it was accompanied by the particulars of proposed service delivery 
agreements, including material amendments to existing service delivery agreements. 

42. Sections 62(1){c) and 78(1} of the MFMA were not complied with as the municipality did not 
maintain creditors reconciliations, implement financial management policies and procedures 
and did not safeguard assets against theft. Management did not prevent unauthorised, 
irregular, fruitless and wasteful expenditure during the year. 

43. The accounting officer did not comply with his legislative responsibility of managing the 
financial administration of the municipality in terms of section 62(1){f)(iv) by not taking 
reasonable steps to ensure that the municipality implemented a supply chain management 
policy in accordance with chapter 11. 

44. Contrary to section 64(2)(g), the accounting officer did not ensure that the municipality 
charges interest on arrears and it could not be confirmed if the council had granted 
exemptions in accordance with its budget-related policies. 

46. Contrary to section 65(2)(e), payments were not always made within 30 days from receipt of 
the invoices. 

46. The accounting officer did not ensure that internal procedures and internal control measures 
were in place for payment approval and processing. The accounting officer also did not 
delegate powers and duties in writing to officials as required by section 79(3)(a). 

47. The performance of contractors was not monitored on a monthly basis as required by section 
116(2)(b). 

48. Section 126(1)(a) was not complied with due to the fact that the accounting officer did not 
submit the financial statements for auditing within two months after year-end. Furthermore, 
the mayor did not table a written explanation setting out reasons for the failure to submit the 
financial statements in the council as required by section 133(1)(a). 

49. Section 127(2) was not complied with as the mayor did not, within seven months after the 
end of the prior financial year, table in the municipal council the annual report of the 
municipality. 

50. The audit committee did not fulfil the responsibilities of a fully functional audit committee. The 
audit committee did not review the annual financial statements before submission for audit 
purposes and did not advise the council on governance matters as required by section 
166(2)(a). 

51 . Expenditure was not incurred in accordance with the approved budget of the municipality and 
exceeded the limits of the amounts appropriated for the different votes in the approved 
budget of the municipality, resulting in unauthorised expenditure as defined in section 1. 

52. Expenditure was incurred that was not in accordance with the requirements of the 
municipality's supply chain management policy, resulting in irregular expenditure as defined 
in section 1. 

53. Expenditure was incurred that could have been avoided had reasonable care been 
exercised, resulting in fruitless and wasteful expenditure as defined in section 1. 
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Division of Revenue Act, 2009 {Act No. 12 of 2009) 

54. I could not confirm whether the accounting officer at the municipality did adhere to his duties 
with regard to the receipt of allocations as set out in section 1 1 and 12. 

INTERNAL CONTROL 

55. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives and compliance with the MFMA and DoRA, but not for the 
purposes of expressing an opinion on the effectiveness of internal control. The matters 
reported below are limited to the deficiencies regarding the basis for disclaimer of opinion 
paragraphs, the findings on the report on predetermined objectives and the findings on 
compliance with laws and regulations. 

Leadership 

56. Due to the accounting officer only being appointed for six months of the year, the position of 
the chief financial officer being vacant, the accountant being on extended sick leave and 
certain finance staff being on suspension as a result of an investigation, there was a general 
lack in oversight on reporting and compliance with laws and regulations. 

57. Management’s philosophy and operating style did not promote effective control on financial 
reporting. Personnel had not been allocated specific duties and responsibilities to facilitate 
the continuous monitoring of interna! controls. 

58. Among finance staff there was a general lack of understanding of the new accounting 
framework. A supply chain management unit was not appointed during the year under 
review, resulting in non-compliance with applicable legislation. This, in turn, resulted in 
unauthorised, irregular and fruitless and wasteful expenditure. 

59. The accounting officer did not regularly monitor management’s compliance with laws, 
regulations and internally designed policies and procedures. As a result, significant non- 
compliance issues were noted. 

Financial and performance management 

60. The municipality did not have individuals who understand the financial reporting framework 
and performance management requirements. This resulted in the municipality engaging a 
consultant to prepare the financial statements. The underlying accounting records of the 
municipality did not facilitate the preparation of the financial statements to comply with the 
accounting framework. 

61 . The financial statements and other information to be included in the annual report were not 
reviewed by the accounting officer for completeness and accuracy prior to submission for 
audit. 

62. Manual or automated controls were not designed to ensure that the transactions had 
occurred, were authorised, and were completely and accurately processed. Documentation 
supporting amounts disclosed in the financial statements was not always available. 

63. Management did not document and approve internal policies and procedures to address the 
process of collection, recording, processing, monitoring and reporting on performance 
information. Consequently, performance systems, processes and procedures had not been 
designed and implemented. 
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Governance 

64. The risk of material misstatement due to fraud was not considered. Sufficient controls and 
segregation of duties to prevent or detect fraudulent data and asset misappropriation were 
not implemented and maintained. 

65. The municipality did not respond to the assessed risks by determining a risk strategy and 
action plan to manage identified risks. Consequently, interna! controls were not selected and 
developed to prevent, detect and correct material misstatements in financial reporting and 
reporting on predetermined objectives. 

66. The financial statements were subject to material corrections resulting from the audit, which 
are attributable to the lack of risk assessment performed, weaknesses in the design and 
implementation of internal control in respect of financial management, and financial reporting 
and weaknesses in the information systems. 

67. The accounting officer did not prioritise the establishment of a fully functioning audit unit and 
performance audit committee function and therefore the functions were not established and 
functional during the financial year. This also resulted in the committees not being able to 
fulfil all their responsibilities. 


OTHER REPORTS 
Investigations 

68. An investigation is being conducted concerning receipts of licenses and permits revenue 
collected on behalf of a third party. The investigation aims to establish whether all funds 
received on behalf of the third party were paid to the third party or whether these funds were 
misappropriated. The investigation was still ongoing at the reporting date. 



Kimberley 
3 June 2011 



AUDITOR-GENERAL 
SOUTH AFRICA 

/Audjf/ng )o build public confidence 
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